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Politics and Its Corruption of Social Welfare Organizations 
Accounting Honors Paper 
By Josiah Brensdal 
The way the Internal Revenue Service (IRS) regulates and enforces rules on 
501(c)(4) organizations has become a hotly debated topic today due to the 
controversial audits of tea party affiliated 501(c)(4) organizations conducted by the 
IRS. The IRS started auditing 501 (c) ( 4) organizations this past election cycle solely 
on the (sole) basis of the organization's "perceived" political affiliation. 501(c)(4) 
organizations defined in the Internal Revenue Code (IRC) are "Civic leagues or 
organizations not organized for profit but operated exclusively for the promotion of 
social welfare, and local associations of employees, the membership of which is 
limited to the employees of designated person(s) in a particular municipality, and 
the net earnings of which are devoted exclusively for the promotion of social 
welfare."1 In 2010 the treatment of social welfare groups became controversial due 
to the increased influence the groups have on political elections. This controversy 
stemmed from the landmark Supreme Court decision of Citizens United v. FEC, 
which stated that corporations have the right to free political speech under the 
protection of the 1st amendment. 
Although these organizations are allowed to contribute to political purposes, 
their primary purpose must be for social welfare, and cannot be politically 
motivated. As the investigation of the controversial IRS audits continues, reform of 
the IRC governing these 501(c)(4) groups has become a subject of much debate. 
1 "Types of Organizations Exempt under Section 501(c)(4)." IRS. March 25, 2013. 
http://www.irs.gov/Charities-&-Non-Profits/Other-Non-Profits/Types-of-Organizations-Exempt-
under-Section-501 (c)( 4 ). 
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The question becomes, are political501(c)(4) organizations abusing current 
IRS rules? If they are abusing the current rules, why isn't the IRS able to regulate 
these organizations effectively? In order to investigate these questions I have 
reviewed selected 501(c)(4) financial statements and investigated 50l(c)(4) 
organization's financial data to determine if these organizations are abusing current 
rules and thus if more extensive regulation is needed. I conducted an interview with 
Seth Winick, a non-profit sector expert who helped form a SOl( c)( 4) organization. 
In the interview I was able to gain an insiders perspective of how these 
organizations work. Through my analysis I believe I have provided proof that 
numerous 501(c)(4) organizations are currently operating in violation ofthe 
current IRS rules and corrections to the Internal Revenue Code (IRC) need to be 
made to prevent violations by these groups. 
Citizens United v. FEC 
The Supreme Court Case Citizen United v. FEC dealt with the nonprofit 
corporation Citizens United that released a film called "Hillary" that tried to 
influence voters during the 2008 presidential election. 2 Under federal law, the non-
profit organization could not release the movie within 30 days of an election 
because corporations' influences on political elections were restricted. Citizens 
United sought declaratory judgment to change the matter and was denied. The 
Supreme Court heard the case to deal with the pressing issue of whether the federal 
2 Boulter, Brandon S. Expensive Speech: Citizens United v. FEC and the Free Speech Rights of 
Tax-Exempt Religious Organizations. Brigham Young University, Reuben Clark Law School. 
Proquest.com. June 29, 2012. http://O-search.proquest.c om .books.redlands.edu/docview/8653 
69751 ?accountid=14 729. 
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government can place restrictions of free speech on corporations. The majority of 
the court decided that political speech did not lose first amendment protection 
simply because its source was that of a corporation.3 This decision reversed many 
major cases of the past 50 years and set a new legal precedent for 501(c)( 4) 
organizations to solicit contributions for use in swaying voters. Previously the 
federal government could restrict corporations political speech due of the unfair 
advantage corporations would have to influence elections because of their wealth. 
The majority in the Citizens United case did not agree that the federal government 
could restrict corporations' political speech. The Supreme Court stated; "the First 
Amendment's protections do not depend on the speaker's financial ability to engage 
in public discussion."4 The Supreme Court's ruling allowed for corporations to 
donate a much more extensive amount of money for political purposes just as long 
as the donations were not in correlation to committees or campaigns. The reason 
why 501 (c) ( 4) organizations have become so popular since the Supreme Court 
decision is that 501(c)(4) organizations do not have to reveal the identity of the 
people donating for political causes, unlike other non-profit organizations that have 
to reveal their funding sources. Since the ruling on the Citizens United case, 
501( c)( 4) groups' political activity has increased by hundreds of millions of dollars 
annually. 
501(c)(4) Group IRS Controversy 
3 1BID 
4 1BID 
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With the Supreme Court decision, new 501(c)( 4) groups are popping up all 
over the country and large amounts of money have been pouring into 501(c)(4) 
groups. During the past presidential election, the IRS started targeting 501(c)( 4) 
groups based on their perceived political affiliations. Social welfare organizations 
that had a conservatives based name were targeted and audited rigorously by the 
IRS. 6 This process of the IRS targeting political based groups started in 2010 after 
the Citizens United decision in the Supreme Court, and was brought to the public's 
attention after several complaints from numerous conservative based groups. 7 This 
was then followed by an apology from the IRS, specifically from Lois Lerner the head 
of the IRS's exempt-organizations division that deals with regulating non-profit 
organizations. She admitted that the IRS was targeting 501 (c) ( 4) organizations 
solely based on the criteria of being a conservative based group. Lois Lerner was 
subpoenaed to testify in front of the House Oversight Committee for her 
involvement in the targeting of supposed conservative social welfare groups. She 
refused to testify under the Fifth Amendment to avoid self-incrimination. a Since the 
scandal Lois Lerner and the acting head of the IRS Steven Miller have both been 
forced to resign. Recent information has even potentially linked the White House to 
s In essence pro Republican/ or anti Obama Reelection 
6 Schrieber, Sally P. "Interim IRS Chief Issues Initial Report on Sec. 501(c)(4) Controversy." 
Interim IRS Chief Issues Initial Report on Sec. 501 (c)(4) Controversy. June 24, 2013. Accessed 
November 01, 2013. http://www.journalofaccountancy.com/News/20138224. 
7 IBID 
8 French, Lauren. "Lois Lerner Still Hill's Favorite Pinata." POLITICO, September 23, 2013. 
http://www. pol itico.com/story/20 13/09/lois-lerner -retires-irs-97217. htm I. 
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the illegal targeting of conservative social welfare groups.9 The current IRS scandal 
has also brought focus to 501( c)( 4) regulations and how they are to be enforced by 
the IRS. The current IRC rules and regulations of social welfare groups has come 
under scrutiny with the lack of ability of the IRS to enforce the law as it is currently 
written. 
501(c)(4) overview 
The two most common type of non-profit organizations are 501(c)(3) groups 
and 501 (c) ( 4) groups. These two groups are very similar but have key differences. 
For example, 501(c)(3) groups are non-profit groups that are for religious, 
educational, charitable, or scientific purposes.1o All donations to 501(c)(3) non-
profit organizations are tax deductible. These charitable type groups are supposed 
to be focused on their primary purpose and cannot influence legislature. 501(c)(3) 
groups are not allowed to engage in political activities, campaign spending, cannot 
endorse candidates, and have strong regulations that limit their lobbying.11 This is 
where 501(c)( 4) groups are different. Unlike 501(c)(3) organizations they may be 
involved in political activities and have relatively no restrictions on lobbying, but 
donations to 501(c)(4) groups are nottax deductible. Because of these differences 
9 The Daily Caller. "IRS, White House Officials That Shared Confidential Taxpayer Info Had 155 
White House Meetings Read More: Http://dailycaller.com/2013/1 0/1 0/irs-white-house-officials-
that -shared-confidential-taxpayer -info-had-1 55-wh ite-house-m eetings/#ixzz2jh55GXL5." October 
10, 2013. 
10 B, Adam. "501(c){3)s, 501(c)(4)s, and the Rest. A Primer." Daily Kos. May 16, 2013. 
http://www.dailykos.com/story/201 3/05/16/1208999/-501-c-3-s-501-c-4-s-and-the-rest-A-primer. 
11 Bernius, Matt. "501(c)4 vs 501(c)3 vs 527." Outside the Beltway. May 16,2013. 
http://www. outsidethebeltway. com/50 1 c4-vs-50 1 c3-vs-527 I. 
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501(c)(3) organizations often form 501(c)(4) affiliates to engage in lobbying 
activities. These organizations then take money from their 501(c)(3) non-profit and 
put it in the 501(c)(4) affiliate and are able to avoid the strict restrictions on 
political spending enforced on 501 (c)(3) non-profits. 12These social welfare 
affiliates of public charities have also help lead to the massive increase in 501(c)(4) 
groups and spending by 501(c)( 4) groups in the past few years. 
Improvements To The IRC 
Some Accounting experts say that the non-profit 501( c) ( 4) section of the IRC 
needs to be made more clear in order to deal with the issues faced by the IRS today. 
Currently, these social welfare groups due to IRC regulations must have an exclusive 
purpose of social welfare and this requirement is met if the group is "primarily 
engaged in promoting in some way the common good and general welfare of the 
peoples community ... the promotion of social welfare does not include direct or 
indirect participation or intervention in political campaigns."13 The problem with 
governing and auditing these groups is that the IRC has not described or created a 
scale measuring what primary purpose really means. Thus it is very difficult for the 
auditors of the IRS to come to a conclusion if groups should still receive non-profit 
tax protection under the IRC. Supported here by the American Bar Organization, 
12 Hansen, Richard L. "LOBBYING, RENT-SEEKING, AND THE CONSTITUTION." Stanford Law 
Review, June 29, 2012, 191-253. http://O-search.proquest.com .boo 
ks.redlands.edu/docview/1 00045 2686?accountid= 14 729. 
13 "Types of Organizations Exempt under Section 501 (c)(4)." IRS. March 25, 2013. 
http://www.irs.gov/Charities-&-Non-Profits/Other-Non-Profits/Types-of-Organizations-Exempt-
under-Section-501 (c)( 4 ). 
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"There is no single method for measuring whether certain activities are primary or 
less-than- primary. Factors such as the levels and uses of expenditures, revenues, 
assets, resources, surpluses, the number of beneficiaries, or the time devoted by 
employees or volunteers, the levels of management and general expenses, and 
fundraising expenses may or may not be relevant depending on the 
circumstances."14 There has been no statistical barrier that marks the difference 
between primary and non-primary activity. Social welfare groups should have 
political expenditure and activity limits. Stated here by the Independent sector 
board of directors, "501(c)(4) organizations should be permitted to engage in a 
modest amount of electoral campaign activity, defined by a clear percentage and/or 
dollar limit (similar to the SOl(h) limits on lobbying by 501(c)(3) organizations) 
that is indexed for inflation."15 Not having a standard for the limit of political 
activity these social welfare groups can participate in has made it extremely difficult 
for the IRS to regulate these groups. Explained here by former acting IRS 
Commissioner Steven Miller that "it is not always a clear area, and there are no 
bright-line tests for what constitutes political intervention. Yet, the IRS is tasked 
with monitoring and enforcing this difficult area."16 That is why Russell George, the 
14 Colvin, Greg, and Miriam Galston. "COMMENTS OF THE INDIVUDUAL MEMBERS OF THE 
EXEMPT ORGANIZATIONS COMMITTEE'S TASK FORCE ON SECTION 501(c)(4) AND 
POLITICS." Americna Bar Association. May 25, 2004. Accessed November 12, 2011. 
15 "Political Activity of 501(c)(4) Organizations !Independent Sector." Political Activity of 501(c)(4) 
Organizations I Independent Sector. October 20, 2013. Accessed October 04, 2013. 
http://www.independentsector.org/501c4_organizations. 
16 Wertheimer, Fred. "Inadequate IRS Rules Helped Create Scandal." POLITICO. May 16, 2013. Accessed 
November 05,2013 
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Treasury Inspector of General for Tax Administration, in his recent audit of how 
SOl(c)( 4) groups were being governed instructed the "IRS Chief Counsel and the 
Department of the Treasure to consider guidance on how to measure the 'primary 
activity' ofiRC [Sec.} 501(c)(4) organizations."17 If the IRS created an actual scale of 
measurement to set a limit that divides primary and non-primary activity, governing 
501(c)(4) groups would become more efficient as the IRS would have guidelines on 
which groups qualify for tax exempt status and which groups were abusing the 
process. There is no current scale in place. The IRS would have to combine the 
proposed scale with clear definitions and illustrations to describe the difference 
between political activity and what is not political activity. With a standard that has 
clear definitions, the IRS could better protect current 501 (c) ( 4) organizations from 
losing non-profit tax-exempt status and could prevent organizations from abusing 
the SOl( c) section of the IRC. As long as there is no proper punishment, the IRS will 
not be able to enforce the rules effectively. The call for increased enforcement is 
stated here, "501(c)(4) organization that exceeds its expenditure limit, as well as 
organization leaders that violate the law knowingly or with reason to know, should 
be subject to penalties commensurate with the violation in order to deter future 
violations and the subversion of regulations."18 Without a proper definition of an 
expenditure limit, and without punishment for violations, there is nothing really to 
deter abuse of the code for these social welfare organizations. 
17 Geirge, Russell. "House Appropriations Subcommittee on Financial Services and General Government 
Hearing: [1]." Testimony. Proquest.com. June 03, 2013 . 
18 IBID 
Brensdal 9 
IRS Suggested Changes 
Recently, the IRS has made a preliminary proposal on a set of changes to the 
IRC governing 501 (c) ( 4) groups. The new proposals of rules are set to better define 
what qualifies as political activity. Explained here; "groups would be considered to 
engage in politicking if they contribute to candidates or parties or advocate for their 
election or defeat. But so would distributing voter guides or even hosting a 
politician at an event, if it's within 60 days of a general election."19 The goal ofthe 
proposed rules would be to help clarify for 501( c)( 4) groups what exactly qualifies 
as political activity. The rules have not been approved yet and people have their 
doubts about their effectiveness. Described here by the chairman of the House and 
Ways Committee that "the new rules will only hurt small grass-roots organizations, 
not the major labor unions or well funded business groups."ZO The debate continues 
on how regulations should be changed governing these social welfare groups. While 
the debate continues on what changes should be made, there is no question that 
changes in regulations are coming. 
It is believed by some that change in regulation on 501( c)( 4) organizations 
would have an affect on the organizations themselves. 501(c)(4) groups struggle to 
understand what activity they can participate in. Explained here; "These unclear 
19 Dinan, Stephen. "IRS Moves to Clean up Scandal of Tea Party Targeting." Washington Times. 
November 26,2013. Accessed December 05 , 2013 . http://www.washingtontimes.com 
/news/20 13/nov /2 6/ irs-moves-clean-tea -party-targeting -scandal-prob le/?page=all. 
zo IBID 
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tests, therefore, unnecessarily and possibly unconstitutionally chill the ability of§ 
501(c)(4) organizations to engage in political activity to any significant extent. At 
the same time, the Service cannot easily determine whether a given § 501 (c) ( 4) 
organization is in fact acting in a manner consistent with its tax-exempt status."21. 
Without a clear standard it is confusing for these groups to understand what basis 
the IRS uses to let them maintain their current tax-exempt status. Organizations and 
the IRS's lack of understanding of the current standards lead to the IRS targeting 
organizations without clear cause this past election cycle. The unclear regulations 
on section 501(C)(4) of the IRC also makes it difficult for qualifying organizations to 
even receive the tax-exempt status. For example, "In some cases, it takes years. The 
Christian Coalition, which was established in 1990, has a dispute with the IRS for 15 
years over section 501(c)(4) status for one of it organizations."22 With clearer 
standards on section 501(c)(4), qualifying organizations could receive tax-exempt 
status in a more efficient amount of time. More standards would also theoretically 
eliminate organizations from receiving non-profit tax-exempt status. Since the 
Supreme Court Citizens United decision, stating that corporations are protected 
under the 1st amendment, the increase of political spending by 501( c)( 4) 
organizations has increased dramatically. For example, "During the 2012 election 
cycle, 32 social welfare organizations spent nearly $7.2 million on federal elections 
21 Colvin, Greg, and Miriam Galston. "COMMENTS OF THE INDIVUDUAL MEMBERS OF THE 
EXEMPT ORGANIZATIONS COMMITTEE'S TASK FORCE ON SECTION 50l(c)(4) AND 
POLITICS." Americna Bar Association 
22 Aprill, Ellen, and John E. Anderson. "Background on Nonprofit, Tax-Exempt Section 501(c)(4) 
Organizations." Election Law. May 15, 2013. 
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in New York State- an increase of 1,579% over 2008 spending levels."23 If a limit on 
political action were put in place on these social welfare groups, many of them 
might lose their tax-exempt status or have to dramatically decrease their political 
spending. 
Researched 501(c)( 4) Organizations 
There are social welfare groups that are currently violating their 501( c)( 4) 
stipulations and still remain a 501(c)( 4) organization. It is important to recognize 
that 501(c)( 4) groups primary purpose has to be for social welfare and that social 
welfare cannot include indirect or direct action in political campaign activity. 
Indirect political campaign activity does not need to mention a candidates name but 
if an organization expresses approval or disapproval for one or more candidates' 
positions and/or actions, if the communication is delivered close in time to an 
election, and whether the issues addressed in the communication has been raised as 
an issue distinguishing candidates for a given office.Z4 All these activity qualifies as 
political activity. I investigated the following five organizations: 
1. The American Future Fund 
2. Crossroads Grassroots Policy Strategies 
3. Americans For Prosperity 
4. Americans For Tax Reform 
23 Blassio, Bill D. "From Social Welfare to Political Warfare." Political Spending. March 2013 . 
http:/ /politicalspending.org/50 I c4-Report. pdf. 
24 Tobin, Donald B. "50l(c)(4) Social Welfare Organizations." Ohio State University. May 20,2013. 
Accessed March 18,2014. 
http: / /moritzlaw.osu.edu/election1aw/ana1ysis/documents/F AQs%20on%2050 1 (c)( 4 )%20Social%2 
OW elfare%200rganizations%20v.6. pdf. 
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5. League of Conservation Voters 
My methodology was to investigate current 501(c)(4) organizations that 
were suspected political organizations. I Investigated their financial information, 
specifically their 990 tax forms for an election year and also the preceding year, 
which was a non-election year. I then tried to see differences between election years 
and non-election years and try to find out exactly how they were spending their 
expenses, and better understand if these organizations were operating politically or 
for a social welfare purpose. 
The Americans For Prosperity Foundation also known as AFPF is a 501(c)(4) 
organization with a stated mission to "educate U.S. citizens about the sound 
economic policy on the nations economy and social structure, and to mobilize 
citizens to be involved in fiscal matters."25 In the year of 2012(an election year) 
AFPF received $115,011,549 in contributions and grants, compared to 2011 where 
they received $25,408,358.26 AFPF received individual donations of 21, 26, and 11 
million dollars from contributors whose identities are concealed under current 
501 (c) ( 4) regulations. AFPF received a 453% increase of contributions and grants 
from the previous year. The organizations also paid $122,250,942 in total expenses; 
of these expenses $83,128,957 went to media and ads for grassroots, indirect and 
political purposes.27 That is 67% of their total expenses and a 1053% increase from 
the previous year 2011 where they expensed $7,896,272 for media and ads. In a 
25 United States. Department of Treasury. Internal Revenue Service. 2012 Form 990: Americans For 
Prosperity Foundation. 
26 Ibid 
27 1bid 
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501( c)( 4) organization the primary purpose cannot be for indirect or direct political 
purposes but taking a closer look at AFPF's numbers and seeing that 67% of their 
expenditures went for political purposes I would argue that their primary purpose 
is political. 
Another group I examined was Crossroads Grassroots Policy 
Strategies also known as Crossroads GPS. Crossroads GPS mission statement is "To 
engage in public communications and have direct contact with interested 
constituencies, and have Americans take action on important legislation."28 
Crossroads GPS received $179,740,361 in contributions and grants in 2012(an 
election year) compared to the previous year (a non election year) where 
Crossroads received $28,402,008.29 Of the total contributions donated to 
Crossroads, the three highest donations they received were $22, $18, and $10 
million dollars. In total Crossroads received 291 donations of $5,000 or more, while 
in 2011 they received only 32 donations of$5,000 or more.3o In actual dollar 
amounts that is a $151,338,353 increase from the non-election year which is a 
633% increase in donations during an election year compared to a non-election 
year. During 2012 Crossroads reported total expenses of$188,897,560. Out of those 
total expenses Crossroads reported $74,471,410 for political advocacy purposes, 
$74,245,514 for direct political contributions, and $34,000,000 in supporting social 
welfare groups that are similar to Crossroads. In 2011 they spent $18,884,547 for 
28 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: Crossroads GPS. 
29 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: Crossroads GPS. 
30 Ibid 
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advocacy and $1,641, 347 for direct political contributions.31 That means in 2012 
they spent a total of $182,716,924 on political and advocacy purposes in 2012 
compared to roughly $20,000,000 in 2011.32 That is a 914% increase from the 
previous year and an estimated political involved expenditure that was 97% of their 
total expenses for 2012. Yet they reported that they only spent 39% of their 
expenses were for political purposes. Crossroads GPS maintains their social welfare 
non-profit designation. 
American Future Fund is a 501(c)(4) organization with a mission statement 
that states their purpose is "to educate and advocate for conservative and free 
market ideas."33 In 2012 they received $67,941,999 in contributions compared to 
$2,588,927 in 2011 and had total expenditures of$66,882,501 compared to 
3,637,462 the proceeding year.34 That is a 2624% increase in contributions and an 
increase of 1839% in expenditures compared to 2011. American Future Fund 
received 30 contributions of over $5,000 including one single contribution of 
$48,280,00. American Future Fund spent all of their expenses on "advocating for 
conservative and free market purposes."35 Yet they only claimed $25,004,965 in 
political expenditures, even though all their expenditures were classified as going to 
the same cause. 
3l Ibid 
32 Ibid 
33 United States. Department of Treasury. Internal Revenue Service. 2012 Form 990: American Future 
Fund 
34 Ibid 
35 Ibid 
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Another 501(c)( 4) organization I investigated is Americas for Tax Reform 
also known as ATR. ATR's mission statement is stated as a "National grassroots 
organization focused on increasing public awareness about the size and regulations 
of the Government and rallying support for lower taxes, smaller government, and 
congressional accountability."36 In an election year ATR received $30,920,021 of 
contributions compared to the preceding non-election year where they only 
received $3,955,838.37 That is a 781% increase in an election year in contributions. 
During the election year Roughly $28 million dollars ofthere $30 million went to 
make politicians put no new taxes rhetoric in writing. While in a non-election year 
the only expenditures went to salaries and consulting with outside firms. ATR 
declared indirect and direct political contribution of $9,791,515 during the election 
year, which triples the total amount of political contributions ATR declared the year 
before. 
League of Conservation Voters Inc. also known as LCV is a 501(C)(4) 
organization with a mission statement that states "LCV works to turn environmental 
values into national, state and local priorities. Holds elected officials accountable for 
their votes and actions. And elects pro-environmental candidates who will 
champion our priority issues." 38LCV actually changed their mission statement from 
the proceeding year, which was not during an election cycle. LCV's mission 
statement for the non-election year was to "Turn environmental values into national 
36 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: Americans For Tax 
Reform 
37 Ibid 
38 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: League of 
Conservation Voters INC. 
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priorities."39 During the election year LCV received $36,970,320 in contributions 
compared to the preceding year where they only received $11,347,704.40 That is a 
326% increase in donations received during an election year. During the election 
year LCV had $35,653,439 in total expenses, $30,348,921 of those expenses went to 
influence public opinion on environmental issues on what they say was on a non 
partisan basis. Yet out of all their reported political expenditures, 95% of them went 
to support federal Democrat candidates. The LCV only reported $14,741,895 in total 
political expenditures during the election year.41 In the preceding non-election year 
LCV reported 876,099 in political contributions, That means that LCV had a 1683% 
increase in reported political expenditures from the previous year. 
Interview 
I conducted an Interview with Seth Winick to get a better understanding of 
501(c)( 4) organizations from an insider's perspective. Seth Winick helped launch a 
sister 501 (c) ( 4) organization for The American Cancer Society also known as ACS. 
The Organization is called American Cancer Society Cancer Action Network also 
known as ACS CAN. The American Cancer Society's mission statement is "The 
American Cancer Society is the nationwide, community-based, voluntary health 
organization dedicated to eliminating cancer as a major health problem by 
39 Ibid 
40 Ibid 
41 Ibid 
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preventing cancer, saving lives, and diminishing suffering from cancer, through 
research, education, advocacy, and service."42 
In my interview, Seth and I discussed why ACS wanted to create a 501(c)(4) 
organization. He responded that "While ACS remains one of the largest private 
funders of cancer research, the amount ACS spends pales in comparison to the 
dollars the federal government spends on the same - so again the bang for the buck 
in advocating for increased research funding at the federal level would yield much 
greater results than simply raising funds alone."43 The American Cancer Society 
thought that advocating instead of providing direct services for its purpose would 
be more affective for their mission. Since ACS wanted to get more intense with 
advocating and lobbying they decided it would be a good idea to create a 501(c)(4) 
organization. Explained here by Seth; "As we became more sophisticated about 
government relations, we knew that 501c3 organizations face some limitations on 
advocacy. They cannot electioneer, for example. They must be careful about the type 
of lawmaker voting information that can be shared, and they cannot make 
contributions to elected officials. ACS did not have designs on most of those 
activities- but we wanted to launch initiatives that seemed outside the bounds of a 
501(c)(3), and at no time did want to jeopardize the highly valued tax status of our 
organization. So a team of folks (legal, communications, advocacy, technology, 
fundraising, etc.) were assembled to study the possible benefits of launching a 
42 Winick, Seth. "Seth Winick 50l(c)(4) Interview." Telephone interview by author. March 01 , 2014 
43 Ibid 
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501(c)(4)."44 As ACS wanted to get more involved with the government and raise 
public awareness to cancer issues, they also did not want to jeopardize their 
valuable non-profit status, so ACS created ACS CAN. 
During the interview it was noted that ACS CAN wanted to remain non-
partisan and were more concerned with their social welfare purpose. Explained 
here by Seth, "We initially wanted the 501(c)( 4) in order to launch the Campaign 
Against Cancer to educate candidates, elected officials, and the public about the 
critical role government plays in the war against cancer. We wanted to develop 
candidate questionnaires, host candidate forums, develop voter guides, and 
communicate with candidates, lawmakers, the media, and public. We developed a 
non-partisan presidential voter education campaign, as well as a number of down 
ballot efforts. We did not endorse specific candidates, nor did we make any political 
contributions."45 ACS CAN wants to educate politicians on matters of cancer 
awareness and did not have a primary purpose to affect political elections, which 
seem to directly contrast the other groups I investigated. ACS CAN seemed to 
actually fit the definition of a 501(c)( 4) organization as a group operated exclusively 
for promotion of their social welfare purpose. In the interview I also noticed that 
Seth recognized that 501(c)(3) had set restrictions on political activity; for example 
Seth Stated that "organizations are permitted under the (h) election can spend up to 
20% of the first $500,000 of their budget on lobbying and reduced percentages of 
budget amounts above $500,000 with an overall cap of$1 million. Only 25% may 
44 Winick, Seth. "Seth Winick 501(c)(4) Interview." Telephone interview by author. March 01, 2014. 
45 Winick, Seth. "Seth Winick 501(c)(4) Interview." Telephone interview by author. March 01, 2014. 
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be spent on grassroots lobbying."46 Seth did not speak of any restrictions for 
501(c)( 4) groups, in fact when I asked him if 501(c)( 4) organization's primary 
purpose could be political, He responded that "I think that is a good way of looking 
at it- although at the time for ACS was not interested in the primary things a 
501( c)( 4) could do (electioneer for or against candidates and making political 
contributions in support of candidates)."47 Which was interesting because 501(c)( 4) 
groups primary purpose cannot be political, even though they can participate in the 
activities that Seth described, the majority of 501( c)( 4) groups activity has to go to 
the promotion of social welfare. Even still from the interview I found ACS CAN to be 
a legitimate 501(c)(4) social welfare organization. 
Although my belief that ACS CAN was an organization with a primary 
purpose of social welfare and not for politics, I continued to conduct my research on 
ACS CAN like I did the other five organizations. ACS CAN mission statement is "A 
non-profit, non-partisan advocacy affiliate of the ACS that works to encourage 
lawmakers, to support laws and policies that will make cancer a top National 
priority." 48 I researched ACS CAN financial information and compared the numbers 
from an election year to the year before (a non-election year). In the election year 
ACS CAN had received $19,287,326 in contributions and had spent $19,640,769 in 
expenses. In the preceding year they received $19,011,654 in contributions and 
spent $18,868,358 in expenses. That is a 1.5% increase in contributions received 
46 Ibid 
47 Ibid 
48 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: American Cancer 
Society Cancer Action Network 
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during an election year and a 3.5% increase in expenses. During the election year 
ACS CAN major expenses were $7,726,936 to bring awareness to help prevent 
cancer occurrence, $2,046,385 to cancer patient support, $1,653,793 to cancer 
detection and treatment, and $7,812,520 to wages.49 All of these expenses seemed 
to be related and concerned with their social welfare purpose, and is in no way 
connected to any election process. During the election year ACS CAN spent $408,917 
in political expenditures. so That is 2% of their total expenditures during that year. 
The political expenditures were the costs involved with questionnaires for federal 
candidates. In the non-election year ACS CAN spent $89,441 in political 
expenditures, which was .5% of their total expenditures during that year. 51 Political 
expenditures for that year were also for questionnaires to federal candidates. Even 
though there was a slight increase in political expenditure, I do not think a 
reasonable person would argue that ACS CAN primary purpose was political, with 
expenses and income not having any real difference from an election year to a non-
election year. 
Analysis of Research and Interview 
It is important to state again that 501(c)(4) organizations are groups whose 
primary purpose must be for social welfare, which does not include indirect or 
direct political activity. The IRS describes political activity by stating that "Any 
49 Ibid 
50 Ibid 
51 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: American Cancer 
Society Cancer Action Network 
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activity is considered political if it is conducted to influence the election, selection, 
nomination, or appointment of any individual to a federal, state, or local public 
office; to an office in a political organization; or as a delegate or elector for President 
or Vice President being anything that promotes or opposes in anyway a public 
election."52 The purpose was to compare these group's financial data for an election 
versus a non-election year to see if there were differences that would indicate if 
these groups were acting differently during an election year. It is also important to 
recognize that all of these groups maintain their non-profit status and are 
considered by the IRS as legitimate social welfare organizations. This was vital for 
my research because if I find that the data reveals these organizations are acting 
politically and the IRS has maintained these groups non-profit status that would 
indicate that the IRS is not governing these groups effectively. 
With the first five organizations I investigated I found vast differences in 
their contributions and expenses in an election year from a non-election year. The 
first five groups I investigated had an average 933% increase in contributions 
during an election year or in dollar amounts an average of $71,776,283 increase. 
The details of each groups contribution increase are explained in the table below. 
Total expenses and political expenditures also increased dramatically at an average 
rate similar to the increase in contributions. Why aren't these groups collecting 
similar amount of donations during a non-election year? The obvious answer for the 
vast increase in organizational income and political expenditure is that these groups 
52 Schadler, Holly. "Lobbying and Politcal Activities by 501(c)(4)." Bolder Advocacy. January 01 ,2014. 
Accessed March 01 , 2014. http: / /bolderadvocacy.org/wp-
content/uploads/20 1211 0/The _Connection_ Ch1 _paywall. pdf. 
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are primarily acting politically and do not require as much donations during a non-
election year. In fact one of the groups, LCV, changed their mission statement for the 
election year and included political activity in their mission statement. LCV's 
mission statement is stated here again "LCV works to turn environmental values 
into national, state and local priorities. Holds elected officials accountable for their 
votes and actions. And elects pro-environmental candidates who will champion our 
priority issues." 53 The mention that this group's purpose is to actually elect pro-
environmental candidates is direct evidence that this group acts primarily for 
political election purposes. If these organizations primary purpose was not political, 
why did these groups have similar contributions or similar political expenditures in 
a non-election year? 
501(c)(4) Organization $ $ Increase in %Increase in 
Contributions Contributions Contributions 
received in compared to compared to 
political year Previous Year Previous Year 
AFP $115,011,549 $89,603,191 453% 
Crossroads GPS $179,740,361 $151 ,338,353 632% 
American Future Fund $67,941 ,999 $65,353,072 2624% 
Americans For Tax Reform $30,920,0221 $26,964,183 781% 
LCVINC $36,970,320 $25,622,616 326% 
ACSCAN $19,287,326 $275,672 1.5% 
One of the problems I found with 501 (c)( 4) regulation is that the 
organizations themselves declare what is political activity and what is not. When I 
53 United States. Department of Treasury. Internal Revenue Agency. 2012 Form 990: League of 
Conservation Voters Inc 
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studied these group's financial data, I found a huge discrepancy of what I thought 
was political campaign activity and what the organizations actually declared. Take 
Crossroads GPS for example, Crossroads GPS had $74,245,514 in direct political 
contributions, $74,471,410 to which they classify as political advocacy purposes, 
and $34,000,000 went to groups with similar purposes as them. I would consider all 
of these expenses as political, as every dollar went to promote or oppose political 
purposes. Yet Crossroads GPS only claimed the direct political contributions of 
$7 4,245,514 as political contributions. Which changes the whole outlook of the 
organization if they report only 39% of their expenditures as political, versus 97% if 
they had reported their actual political activity. Thirty-nine percent creates the 
perception that the organizations primary purpose is not political, while if they 
would have reported their true political expenditures of 97% there would be no 
doubt of the organizations primary purpose, and they would most likely lose their 
tax-exempt status. American Future Fund declared $66,682,383 dollars in 
expenditures to advocate for conservative and free market ideas during an election 
year, yet AFF only reported $25,404,965 of those expenses as political expenditures. 
Again, if AFF would have reported those political expenditures correctly it would 
change the view to an organization operating primarily for political purposes. In my 
research I found that every group except for ACS CAN had discrepancies from their 
actual political contribution and the amount they reported. The difference in 
reported political expenditures and actual political expenditures is shown in the 
table below. 
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501(c)(4) Organization % Of expenditures % Of expenditures that 
reported as political were political 
AFP 27% 68% 
Crossroads GPS 39% 97% 
Americans Future Fund 38% 99% 
Americans For Tax Reform 32% 32% 
LCVINC 40% 85% 
ACS CAN 2% 2% 
The IRS states that these groups must be non-partisan, and that social 
welfare purpose must benefit the general public. Explained here that; "Tax law 
requires that tax-exempt organizations, including 501(c)(4)s, benefit the general 
public, not a private group of citizens. Applying this standard, the IRS has contested 
the tax-exempt status of groups that it contends are operated primarily to benefit 
one political party, arguing that conveying more than an insubstantial benefit to a 
party constitutes private benefit."54 If a 50 l(c)( 4) organization is supporting one 
political part under the IRC they should lose their tax-exempt status. I found this 
very interesting as in my research I found that all of the groups except for ACS CAN 
were actually partisan for one particular political party. One of the groups I found to 
have even a political partisan mission statement. American Future fund's mission 
54 Schadler, Holly. "Lobbying and Politcal Activities by 501(c)(4)." Bolder Advocacy. January 01, 2014. 
Accessed March 01, 2014. http:/ /bolderadvocacy.org/wp-
content/uploads/20 12/1 0/The _Connection_ Ch1 _paywall.pdf. 
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statement is "to educate and advocate for conservative and free market ideas."55 The 
mention of conservative in their mission statement should actually be enough for 
this group to lose their non-profit status as their mission is to support a private 
party of constitutes and not the general public which is not allowed under the IRC. I 
also found that every single one of these groups overwhelmingly supported one 
party or the other, which is described in the table below. These groups are blatantly 
being partisan political organizations, yet they remain as tax-exempt social welfare 
organizations. 
501(c)(4) Organizations o/o of political expenditures o/o of political expenditures 
spent in support of spent in support of 
Republican Candidate Democratic Candidate 
Americans For Prosperity 100% 0% 
Crossroads G PS 100% 0% 
American Future Fund 100% 0% 
Americans For Tax Reform 99.998% .002% 
LCVINC 4.9% 95.1% 
ACS CAN 0% 0% 
It is important to recognize that there are a lot of "good" organizations under 
the 501(c)(4) section, but in my research I particularly focused on groups with 
55 United States. Department of Treasury. Internal Revenue Service. 2012 Form 990: American Future 
Fund 
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political based titles or mission statements. I chose these groups specifically for the 
fact that these groups were consistently brought up during my research for possibly 
being political. My sample is also very small and for future research the sample 
might want to be expanded more and selected more at random. Also, the majority of 
organizations I reviewed happened to be conservative and it is important to note 
that there are many liberal organizations as well. My study does not represent the 
actual ratio of conservative to liberal groups. 
While investigating all six organizations I concluded that the only non-
political organization was ACS CAN. ACS CAN had a non-partisan mission statement 
to bring awareness to their specific purpose of social welfare. Their expenditures 
went to non-partisan purposes. Financially they had very little differences during an 
election year versus a non-election year. Their political expenditures were a low 
percentage of their total expenditures. Every other group was opposite in every 
category, they all had major differences in their financial statements during an 
election year, none of the groups were non-partisan, and political expenditures were 
a major component of their total expenditures. I thought ACS CAN purpose 
described by Seth explained it all that ACS CAN "wanted the 50l(c)(4) in order to 
launch the Campaign Against Cancer to educate candidates, elected officials, and the 
public about the critical role government plays in the war against cancer." 56This 
organization is trying to exclusively promote a social welfare purpose, not to have a 
primary purpose of affecting public elections. 
Conclusion 
56 Winick, Seth. "Seth Winick 50l{c)(4) Interview." Telephone interview by author. March 01 , 2014. 
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With the recent controversial audits conducted by the IRS on 501(c)(4) 
organizations, reform on the current IRC governing these groups could be on its 
way. It is evident that there are social welfare groups whose sole purposes are 
political but the IRS maintains their status as a 501(c)(4) organization. In my 
research of the organizations and interview with Seth Winick, I was able to conclude 
that SOl( c)( 4) organizations are currently operating in violation ofthe current IRS 
rules and that corrections to the Internal Revenue Code (IRC) need to be made to 
better regulate these groups. Five ofthe 501(c)(4) organizations I investigated had a 
primary purpose of political intervention, yet the IRS was unable to effectively audit 
these groups and prevent them from keeping their non-profit status. 
I believe that the current language in the IRC is the cause for most of the 
issues facing 501(c)(4) organizations. There is no real clear definition of indirect 
and direct political activity, there are guidelines but they are very broad and 
unclear. As mentioned earlier there are exact rules on how much 501(c)(3) groups 
can contribute for political purposes, yet no clear set of rules exists for 501(c)(4) 
groups. The only guideline for the amount of political involvement by these groups 
is that it cannot be the group's primary purpose, but there is no definition of what 
primary purpose means. Is it SO%, 60%, 40%? There needs to be an exact scale to 
measure the amounts of political participation that are acceptable to avoid abuse by 
this non-profit sector. With this scale there needs to be clear set definitions of 
political intervention and political campaign activity, so the IRS will be able to 
distinguish between the difference of political intervention and what is not political 
intervention. 
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In order to deter 501 (c) ( 4) organizations from violating regulations, 
Congress needs to implement strict punishments for the individuals and 
organizations responsible. Explained here by a quote previously stated earlier in the 
paper by the House Appropriations Subcommittee of Financial Services, "50 1 (c) ( 4) 
organization that exceeds its expenditure limit, as well as organization leaders that 
violate the law knowingly or with reason to know, should be subject to penalties 
commensurate with the violation in order to deter future violations and the 
subversion of regulations."57 Currently if these organizations are found to be 
violating the IRC their would be loss of tax exempt status. As such they would 
become a taxable entity similar to any regular corporation. They would be taxed on 
their income less their allowable deductions. However, since political contributions 
are not deductible, they would be primarily taxed purely on there income. Shown is 
this example of what Crossroads GPS penalty would be: 
Crossroads GPS 
Income: 
Less: Expenses 
$179,740,361 
<$188.897.560> 
Net: <9,157,199> 
Add political expenses: $182,716,924 
Taxable income: $173.559.725 
x Tax rate(35%) Tax = $60.745.904 
The problem with the current punishment is the organization will be unable 
to pay their taxes and the organization will go bankrupt and cease to exist, while the 
5? Geirge, Russell. "House Appropriations Subcommittee on Financial Services and General Government 
Hearing: [1] ." Testimony. Proquest.com. June 03 , 2013 . 
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leaders of the organization do not receive any penalty or punishment and are free to 
start other new similar organizations without any consequences. It would behoove 
Congress to impose a penalty similar to the 100% penalty, which is also known as 
the trust fund recovery penalty by the IRS would considerably increase the ability 
for the IRS to punish those actually responsible for knowingly violating regulations. 
The 100% penalty is when the "The Internal Revenue Service frequently chooses to 
pursue collection of a business' unpaid withholding and social security taxes from 
officers, directors or stockholders of the business."58 This penalty would implement 
taxes that the IRS cannot collect from the organization to the individuals responsible 
for the organization losing its tax-exempt status. Explained here by the IRS, "The 
purpose of this statute was to provide the government with additional parties to go 
after for the withheld taxes, especially in those cases where it was unable to collect 
from the corporate entity. To paraphrase one court, the statute was intended to cut 
through the shield of organizational form and impose liability upon those 
individuals actually responsible for an employer's failure to withhold and pay over 
the taxes."59 If the 100% penalty were implemented on these organization's leaders, 
the IRS would be able to impose significant penalties on the actual individuals 
responsible. If organizational leaders try to avoid the 100% penalty they would be 
hit with stiff penalties. Explained here that, "Any person required under this title to 
collect, account for, and pay over any tax imposed by this title who willfully fails to 
collect or truthfully account for and pay over such tax shall, in addition to other 
58 Mankus, Tony. "Mankus & Marchan, Ltd. - Attorneys at Law." Mankus & Marchan, Ltd.- Attorneys at 
Law. Accessed March 28, 20 14. http://www.irstax.com/trust.htm. 
59 IBID 
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penalties provided by law, be guilty of a felony and, upon conviction thereof, shall be 
fined not more than $10,000, or imprisoned not more than 5 years, or both, together 
with the cost of prosecution."60 This would give the IRS organization the ability to 
punish those purposely violating the law and would stop individuals from forming 
political 501 (c) ( 4) organizations. 
I do not believe that these changes will be coming anytime soon, as the IRC is 
created by Congress and for obvious reasons they probably do not want political 
contribution limitation assessed for these groups. The IRS can make 
recommendations to Congress but the final approval has to be made by Congress. So 
although there is obvious abuse by 501(c)(4) organizations, change may not arrive 
soon. 
60 IBID 
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